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ABSTRACT 


Independent (single-establishment) businesses with 


fewer than 100 omployeas accounted for 31% of the net increase in 
private nonfarm jobs in nonmetropolitan areas between 1976 and 1980, 
when the nation's omploymant was expanding rapidly. Those independent 
businesses which were in operation less than 5 years in 1980 croated 
jobs at a net rate of 76%. Multi-establishment firms (corporations) 
accounted for about 68% of the net increase in nonmetropolitan jobs 
during 1976-80. Small corporations created almost 14% of the new jobs 
and large corporations (those with 100 or more employees) created 
54%. The contribution of small businesses to rural employment growth 
may well be different i a period of rapid employment growth, 
n 


such as 1976-1980, than dur 


g a period of sluggish growth which has 


occurred since 1980, Local planners should consider the advantages 
and disadvantages of both small businesses and affiliates of large 
corporations. Large corporations offer the potential for creating 
many new jobs in a single stroke, but the shutdown of a large branch 
plant can devastate a small rural community. The creation of small 
local businesses can help rural communities expand employment, but 
their failure rate is somewhat higher then for established 


businesses. (Author/JHZ) 


REAKAAEAAAAEAAEEEEAEEEEEEREREEREAEAEAAEEAAAEAEAAEAAAERAEEEEEAEEREEEREREEREEEEEE 


Reproductions supplied by EDRS are the best that can be made * 


from the original document. * 
RAEAKAEKEEEEEAAAAKAKAARAAAEAERARARARARAEARAAEAAEKAAEARARAERAREKRERAEREREAEEKAKEE 


O_ 
ERIC 


United Gtates 


Deri Recent Contributions 
ee of Small Businesses 


Agriculture 
and Rural 


£0279462 


Eoonomics 


Division 


— 


and Corporations to 
Rural Job Creation 


James P. Miller 


BEST COPY AVAILABLE 


O_ 
ERIC 


RECENT CONTRIBUTIONS OF SHALL BUSINESSES AND CORPORATIONS TO RURAL 008 
CREATION. James P. Miller, Agriculture and Rural Economics Division, Economic 
Research Service, U.5. Department of Agriculture, staff Report AGESA61212. 


ABSTRACT 


Independent (single-establishment) businesses with fewer than 100 exployses 
accounted for 3) percent of the net increase in private nonfarm jobs in 
nonmetro areas between 1976 and 1900, when the Nation's employment was 

expanding rapidly. ‘Those which were in operation less than 5 years in 1980 
created jobs at a net rate of 76 percent. Multi-establishment fires (called 
corporations in this report) accounted for about 68 percent of the net increase 
in nonmatro jobs during 1976-680. Smal) corporations created almost 14 percent 
of the new jobs and large corporations (those with 100 or more employees) 
created Sq percent. 


Keywords: Job generation, nonmetro, metro, smal) business, corporation, 
corporate affiliates. 
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Recent Contributions of Small 
Businesses and Corporations 
to Rural Job Creation 


James P, Miter 


INTRODUCTION 


The traditional approach to building a stronger rural economy is to attract 
industry From the outsida, inducing national or regional corporations to 
establish branches in rural areas. There has been o recent surge of interest 
in the role emall, locally owned businesses can play in rural development. 
Some rural officials and business leaders want to reduce the influence of the 
large corporation in their copmmnities by encouraging more local entrepre- 
neurahip. They believe their community will be less prosperous and more 
unstable if it relies too heavily on branch plants of large national 

hae petal instead of striving for more self-sufficiency by prosoting ema) 
businesses (6, 8, 12), 


Several events have contributed to the interest in small business. The threat 
of “deindustrialization” in America has fueled the hope that an expansion of 
email businesses could offset a perceived net loss of exployment in absentee- 
owned corporate branches and subsidiaries. In recent years, many manufacturing 
jobs may have been permanently lost in rural areas as national corporations 
piased out and closed branch plants in favor of foreign locations offering 
cheaper labor and fewer safety and environmental restrictions. While there are 
no reliable estimates of gross job losses for rura) areas, Bluestone and 
Harrison estimated that during the seventies, “between 450,000 and 650,000 jobs 
in the private sector in both manufacturing and J oplealen ad geil were wiped out 
fs Ss hala United States by the movement of large and emall runaway shops 
™e p. ° 


Birch, a researcher at tho Massachusetts Institute of Technology, found that 
more than 60 percent of the new jobs (the net increase) in the United States 
between 1969 and 1976 were created by firms with fewer than 100 employees (4). 
This finding has been widely cited in speeches, newspapers, and journals to 
help build the case for more local entrepreneucship and investment in small 
business. A closer look at Birch’s results, however, reveals that only 56 


lunderscored numerals in parentheses refer to items in the References section. 


2nile no reliable data exist on the imact of plant closings in rural 
commmities, there is some evidence to suggest that seall rural cosmmnities say 
be hurt more than other commnities. One closing of a textile plant in North 
Carolina, for example, a plant that once hired 1,000 people, elininated 492 
eaghalibs ia of 752 residents in a county that has only about 35,000 

res e 


4 
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patie Of the new jobs were generated try mal) businesses, that iA, } 
ndependent (single-establishment) firms with fewer than 160 employees, 


The third event that atimJated interest in anal) businewe sas the introduction 
of the “enterprise sone" concept. ‘The concept as pr ed in 1960 by Bruact 
Butler, a British economist, was to be an experiment in reduced government (7). 
Tax incentives and nada prepa would be used to encourage amal)l indigensus ~ 
businesses to develop within distressed urban core areaz. Legislation te 
create enterprise ones has been proposed in Congress and several biate 
legislatures, The Reagan administration's enterprise pone bill (65,8637 
h.£.4576), yet to be reported out of the House Ways and Means Comalttee, would 
authorize 75 enterprise zones in the country over a Pt vag periods 24 of then 
ate proposed for rural areas. The progran would provide tax incentives and 
relax Pederal regulations to &..mulate small business investment in the zanea. 


Several State enterprise zone bills have already been passed. siaten have 
activated enterprise zones in areas ranging from inner cities to distressed 
tural communities. Two States, Missouri and Kansas, have rural enterprise 
ZONCK. 


In addition to the enterprise zone approach, States and mnicipalities have 
mvEed ey to establish other incentive programs targeted to amall business, 
Usibrella b isaues of industrial revenue (TRB‘'s) are being used to 
provide loan funds for small businesses need. atartup or growth capital. 
Several States have chartered development credit corporations that “pool” ioans 
from several lenders to help finance small businesses. Incubator facilities 
have been opened to provide low rent space, centralized services, flexible 
leases, and management advice to very szall, young businesses, 


This report describes the structure of the job ore etton proces in coral 
areas during a period of rapid on Sat grovth: the £ of jobe that 
small businesses, at abi “ary eli ingeses, and corporate affiliates 
generate and the stability of these ae It at to shed light an 
Several questions. When exployment Is expanding rap Gly, how important are 
Gmall businesses as sources of new jobs in rural areas? Are they more Jikely 


SUsing data from Dun and Bradstreet, Birch shows that ahuut 62 percent of the 


net exp) t (1969-76) was generated small (fever 190 
eaployess} eetabl Lafeenta, However, not all of theses establishments are 6m3)1 
local firms with no outalde corporate ties. Of the S2-percent share of grovth, 
obout 26 percentage points were due to enal) affiliates of large companies. 
Snall ghia poleeies (single-establishment) fires thus generated only $6 percent 
of net employment growth, 


4551 companies with short track records in the business vorld are mi ported 
limited to traditional high-interest debt financing through commercial lending 
institutions. An usbrelle bond issue is an alternative method for finarci 
smal) businesses. Tax-exespt IRB‘’s are led into a single issue to provi 
low-interest loans for several small business projects. A bank letter of 
belie credit insurance is used to back the issue to make it more 
marketable. 


Sthis report uses the terms “rural and urbe" Inter ly with “nonmetro* 
and “metro.” Metro counties are those designated as be ng in Metropolitan 
Statistical Areas (NSA’s) by the U.5. Office of Management and Budget in 1980. 
Of the 3,141 U.S. counties, 725 were matro and 2,416 were nonsetro. 
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pee gird jobs than affiliates of large corporations? 41) there businesson 
{ the joba Uhey create) still ta around § yeara later? 


the tabvlations were developed fram 4 large data base--,8, Fstabliahment and 
Enterprise Nicrodata (USEEN)—created by The Arookings Institution fer the 
fieall Business Adaintstration to examine the grovth behavior of nal) 
businesses in the United States. The UEEEH files contain micradaca on 
encentially the universe of but inses establishments in the private 
eector=-about § million establiahnents<<for 1976 and 19690. the files wate 
detived fran Dun and Bradstreet (Dura Market Identifier) files.” 


SRALL AND CORPORATE BURINERE £5 OFFERED 


“Bmall business" in this report refers ta an independent (single-establish- 
ment) flew with fewer than 100 employees, Given Uve limitations of the Bun and 
Bradatreet seri teasie onl we believed eea)) establishments not effillated with 
@ milti-estab)i nt fiew eceurately cepresent the target group of most 4na)} 
business develcoment program: small, { mt firms, locally owned 
operated, with no outside c ties.” This ama)) business definition 
excludes all jes with affiliates (branches end subsidiaries) and all 

ied paler single-establishzent firms with more than 100 employees, : 
Multi-establishment companies are referred to as corporations in this report 
for sase of exposition and because moat of these businesses are incorporated, 


The firm inatead of the establishment is used here es the unit of 
elassification because it ie the entity that ous, controls, and operates 
husiness eatablishwenta, The aise of firm is measured by the nueber of 
employees in the entire firm's work force im all ite affiliates, The rationale 
for focusing on size of fica instead of sine of establishment to track 
pot nt L bghel in small businesses has been clearly set forth by Arnington 

| Olle While at the Brookings Institution: 


it is the parent firm that a kes the business iy decinions that 
Gatermine such of the behav'or of the nei f ranch of the 
department store, the business office of telephone ny, oF the 
local cannery of a la food-processing company. Similarly, most 
yea policies affecting inesses are directed at the legal and 

inancial encity, the psrent firn. So al the munber of employees at 
the establishment location my be the ‘opriate unit of measure for 
atudies of ent techniques or sociology of the vork place, the size 
of the entire Zira’s work force ie the preferable measure for evaluating 
the effects of public policy on emall business and asseasing the impact of 
the small-business sector on the economy (2, p. 14). 


These researchers discovered that many ae that ar to be in small 
businesses are actually jobs in small affiliates o ak corporations. In the 
United States, small establishments (fewer than 100 employees) generated about 


Spor moce information on the Dun and Bradstreet files and the Erookings USED 
extract, readers are encouraged to refer to (1 and 11), 


Ton and Brodstrevt uses three codes to papa fk establiehrent’s omership 
status: (1) not alti-umit affillated (single tion), (2) headquarters 
oadery of multi-unit operation, and (3) branch location of calti-unit 
operation. 
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78 percent of Uw piivate-sector jobs between 1978 and 1980) however, alent 40 
percent of thepe jobs were created by anal) affiliates of large corporat Lona, 


BRALL BUSINESS VERGUA THE 


fral) businesses generated approsinately 3] percent of the pet increase by 
Private SEEL6F jubs ih Aonnetio areas during the rapid 1976-89 erp) oypnent 
gimth, Corporate affiliates geverated 66 percent af Use incresae, while large 
rises igre irs (more than 169 Fat a aig eontiituted only 1 pereent 

(table 2), Beall businesses contributed less to neat employment qrovth in 
honmetia areas than did corporate affiliates in all major Industry divisions 
eucepl contract canatruction during 1976-80 (fig. 1), In the Usree industries 
that generated mest of the jobs in rura} countian (services, rarifacturing, and 
trade}, the amgll business aonteibution ta grawth wae 33, 15, and 36 mBIoSNt , 
feepectively (fig, 2), The pattern was similar in the other major industries 
except Constnetien where aad) fiems generated about 60 percent of ube rural 


jobs. 


Smal} businesses during 1976-89 contributed more to net employment grewth in 
metTO than nonmetro counties, about 40 percent of the tota + Compared with 3} 
ephcpaligh thelr conteiiution ta jab or vathed by majet industry but was 

igher in metro than nonmetro areas in al) industries except one (fig, 2). the 
greatest difference was in manufacturing sere the emall firms’ ahare of net 
growth was about 46 percent in metro counties and only 18 percent in nonnatro 
cOMAties. 


Te transportation, communications, and public utilities secter was the oly 
mayor Sector where small, independent firma were leas important in creating 

3 in metro than in nonmtro counties, These fiems accounted for 19 peroent 
of the net job growth in metro areas and 25 percent in nonmetro counties. 


sPORTANCE OF THE CORPORATE FIRM IN RURAL 308 GROWTH 


From 3976 to 1960, emall corporations created net new jobs in theit branches 
and subsidiaries at nearly double the rate of small indepe t firm in 
ronmtro counties, 29 percent compared with 15 percent (table 1), Affiliates 
cf large corporations expanded employment by 20 percent, whereas the rate for 
large independent firms was less than 2 percent. The overall rate of increase 
in rural corporate firms was 21 pereemnt, compared with an overall rate of 12 
percent in independe:.t fins. 


Corporations created jobs at a slower pace in metro counties (15 percent) than 
in nosmetro counties (2) percent). The rate of expansion by anal) metro 
businesses, however, approached 22 percent, compared with less than 15 percent 
by small nonmtro businesses. 


The cotporate share of employment growth in metro counties was 63 percent, 
compared with 68 percent in nonmetro comties. Affiliates of large 
corporations generated approximately $1 percent of the net growth in metro 
counties, less than their SS-pereent share in nonmetro counties, 


These findi on the source of exployme.t gtowth in the late seventies lend 
Support to *incubstor/tilter-down" hypsthesis which holds that corporations 
at @ certain stage of their industry's product life cycle tend to branch out to 
lowewage surburban and rural locations, vhereas small independent 
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308 GROM AND STABILITY 


Corporations if AonNELIA counties crested an additional @ nadlzon juts, ahayt 
#9 peroent of 1976 employment, Usrough the bith and evpancion ef branches and 
misidiaries between 1976 and 3950. AC the some tine, Uwey lost a bittle aver 
2 Ri}}ion jobs {about 24 percent of 1976 enplayment) through closings and 
anployment eutbscke (table 3}. Small businesses created jobs at a alawar pace 
(49 percent), tut lost jobs at alacet Use anime (ate ga corperations 

(26 percent), 


Figure 1 


Net Job Grawth Attriputed to Smgi! Hysinesses end Corporations 
Nernmetra Counties 1976-80 


Net Jee 
ry...) 
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Bro @ good discussion of the “inobator hypothesis," see (24, pp. 199-1146), 
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lost jobs because nary fiim-atter years of operation--closed of cut Seek on 
whi Gmail indepercent. firm jess 9 


etcent ef 1376 enployment) sxceeded the aunter of jobs created by 
esparaiona (27 percent), 


dependent firm with mie than 100 employees generated fewer Joba bn nonmetia 
cour jae sg gp wna} Pi ~~ jobs were = ppl ae a 
BPA FAL OC ae Auber af jobs lost. The large, indepe ima loa t 
aan ef } ard toes eps 1976-80, 18 
Mepentent firme declined 3 percent, 


faasinesace, 


Jobs in large, independent firma were slightly lesa stable in setre Uden ia 
hommiso counties, The rate of enploynent decline due to closings and leyottes 
waa 23 percent in metro couMlies, canpared with 18 percent in normetro ; 
equnties, In older firms, Ure gross decline was 22 prreant if mELTO counties, 
conpared with 16 percent ia nonameifa counties, Unliie nogt large corporatians, 
iarge, indepentent firma eften have a vested Lnuerest in the rural communl ty 
aed TEA work forge, Gonsequently, Uney do not ley off wortera unless 


figuee ? 
Employment Growin Shares by Type ef firm ana tAgustry 
Nelro ong Nonmetto Counties, 1976-80 
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pasta PeCeKeATY, Theale law job lobe fale over 1976-00 wey ietionte @ 5 
lendency to beep wo1hers Gn Ue job even when 11 aay be urpIetitable to da #0,” 


Jobe jn wall businesses were equally alable ia astra aad normetra counties. 
The rate of é Secline airibitable ta closings and Jayotts was 
appimimataly 26 percent ta both faguly 9ioupe, Ab lowide, 


atte in corporate atfiiiates, on Uw other hand, were slightly aore state jn 
WALID CouAlie:, The nonweira rate of OTe Tae eMplaymett detiine due te 
— _ CADRE Wek AUTOR ely 74 percent, Oonpated with 32 percent pA 
MIG COURLLOS, 


One posathia explanation for the enpic stability in sural affiliates (ube 
ieee cate af groan pence ws aoc ire} ta tkat ocr isina epee s iA 


operations tn pore tro areas were vet) older and pe faa eas efficient. £2) 
bet, aod oo. 


Small tosinesses, Of Ue other herd, continved ta bop iebal ae by guing out 
of Dusineas, which tally ofteet, sitable job gains fron formation of pew 
eal) Doni noses, far ¥, gape during the *eyedit crack? that 
exquited ducing 197 " Petiod ef aaretar BB petits wad tiaing interest 
fater, The ig intereat 1ales flow and aggravated Ube inberert 
Of longatanding westneeees enarating tron | tlenend aanagenent and 
inadequata te Finsecing in wany of Urese vulnetable anall papariet Rapa Unett 
to abandon expansion plans, reduce Uheig work foros, oF iness, An 
uninowy mumber of muccenstul gual bualiwases ware ancy ith pinion 
corporations. ®epleyment sharply declined in the renic Pi skr ‘pans 
Unat survived Une frrat 5 yeare of operation a6 small bas 


SUMMARY AND CONCLUUE TONS 


if job creation in Uwe ruial ponfarn sector in a goal of rep iy greets policy and 
if wmal) bosiness is to be targeted by federal, Slate, and } 

enterprise somes, unbrelia ing, . Lethe 

om Feber for rural vot jon ama rect loners to be aware of ue t atabidity “ 
wall aa the quantity of 3 ye 

be aware of te Fe, Independant tires, and snail and large 


multinestabli grass fires ier we fefer to as corporations. 
Ost atalysis of nictodeta derived by the nt MeN 44 institution from preerietary 


records of the Dun and Bradstreet Corporation, which covers a period ef rapid 
, expansion, indicates: 


Pas been the subject of (3 and. ). i” 
be sttributed to corporate tataovers of amall basinesses. tary jobs in stall 


businesses that appear lost in oat tabulations my heve been actually 
transferred to corporations by acquisitions and aergers. 
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Vie comtibytios ef aml) buinesseee te fara) eaplogmest grovin aay we) os 
different = ® petiod of tapld expleynent groeih muh 24 Ute period ateetind 
ete, thin during « periad of magle gtowth which bee occurred alnme 1982, 
ulther resestth in peeded to deletrine whether Unese patterns Have been 
mubtalned Untough the early e eighties. 


toca) bigiindhe shen BAPPIAG GF. an exOHaNic development sfategy, ehavid 
consider Ue advantages and disadvantages of bouh anal) Businesses and 
attiliaies ef Large cerporetions. Large vial <ehag sg offer the potantial for 
cteeling many pew jobs in a single stroke. Yet, Uhe ahatdows of a lerse branch 
plan oan Gevastele a ema) rural comenity. Of Uke other Rare, the orestion 
of new and amli local blneses 97 help fulal commani ties plop epi angloyment , 
even — tele failure tale 16 somebat higer Uae for 

boilnesers. Ratal comumities aleo can mii their local imdastiial base 

and redupe uwit walreteblilty to adverse developmests in a eingle fren Pal 
leaualry by encouteging email business eLartupe, 
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